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General Business Conditions 





HE developments of the past month 

in the banking situation have been 

favorable, but the general course of 

business has been disappointing in 

view of the hopes raised by the finan- 
cial improvement, and the usual seasonal 
expansion has not been realized. In the steel 
industry, although March is frequently the 
most active month of the year, operations con- 
tinue at about the same rate as in January and 
February, namely 24 to 27 per cent of capacity, 
and automobile output has similarly moved 
sidewise upon a low level, in contrast with the 
usual increase. Bank clearings and other gen- 
eral business indicators have failed to improve, 
and retail trade reports are mostly unsatisfac- 
tory, the decline of 22 per cent in the dollar 
sales of the New York City department stores 
during the first twelve days of March, as com- 
pared with a year ago, being an illustration. 


An unfavorable showing has been made by 
the securities markets and in basic commodity 
prices. The stock market has elected to follow 
the unsatisfactory trade reports, which imply 
unfavorable earnings statements to come, 
rather than the financial improvement, and 
sentiment here, and evidently abroad also, has 
been disturbed by the outbreak in the House 
of Representatives over the tax bill, leaving 
the Government’s fiscal program uncertain. 
If the experience of the depression has demon- 
strated anything conclusively, it is that capital 
will flee a country which does not balance its 
budget. The threat of such a situation, which 
it is hoped has been removed by the most re- 
cent turn of events, has been responsible for 
the fresh fears in evidence. The fall in prices 
of some of the most important raw commodi- 
ties, including sugar, rubber, corn, lead and 
zinc, to new low points for the depression, and 
the renewed decline in wheat and cotton, have 
been other unsatisfactory features of the 
situation. 


The failure of business to gain during the 
month is evidence of the formidable character 
of the obstacles which still stand in the way 
of recovery. However, some of the restraints 
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upon the “Spring rise” appear to have been 
more accidental than otherwise, including the 
unseasonable weather and the postponement 
of automobile buying until the new Ford 
models are ready for inspection. As time will 
remove these difficulties, the seasonal rise, to 
the extent that they are factors, can be re- 
garded principally as deferred. The automobile 
industry is of this mind, now that the air is 
being cleared by the introduction of the new 
Fords and Plymouths; and it is encouraging to 
note that an organization of the importance 
of the General Motors Corporation takes the 
view that there is business to be done, and is 
employing a very large appropriation during 
the first week of April in a national advertis- 
ing and selling campaign and exhibition of its 
products. 


Meanwhile, the improvement in the banking 
position is unquestionable, and is not confined 
to the United States. Since the middle of Feb- 
ruary central bank rates have been reduced 
in fifteen countries. The marked improvement 
in the situation in Great Britain is the subject 
of discussion hereafter in this Letter. In this 
country bank failures have dropped to much 
smaller figures, the total for March up to the 
25th having been 31, according to the Ameri- 
can Banker, which compares with 115 for 
the whole month of February and 342 in 
January. In the same period 22 banks prev- 
iously closed were reopened. Accompanying 
this improvement, the return flow of currency 
to the banks has been a steady one, the amount 
outstanding having shown decreases each week 
since February 3 and a total decline of $151,- 
000,000 in that period. Concurrently the gold 
movement has turned again in our favor; the 
repatriation of foreign bank balances has been 
out of gold previously earmarked, involving 
no fresh loss to this country, and the stock 
has gained about $30,000,000. In short, the 
evidence is that the measures taken in support 
of credit have been effective, while the “in- 
flation scares” which arose when each of these 
measures was proposed have died away as the 
true nature of the program became clear. 
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Immediate Problems—The Federal Tax Bill 


With all the other difficulties, the improve- 
ment in the banking situation remains as 
fundamentally important. There can be no 
beginning to recovery from depression until 
there is recovery from panic. At this stage the 
situation of business is that definite progress 
has been made with respect to credit and bank- 
ing difficulties, and confidence has therefore 
gained in that quarter, constituting the first 
step toward general improvement. It would 
be premature to say that confidence is fully 
reestablished, or even that it is hardy enough 
to withstand further severe shocks in the near 
future. In fact, it needs to be nourished by 
continuing progress in dealing with the remain- 
ing obstacles to recovery. 

During the past month Congress has applied 
itself to the fiscal problems of the Government 
occasioned by the deficit of over $2,000,000,000 
this year (excluding the amounts employed in 
debt retirement). The borrowing made neces- 
sary by this deficit has been a burden upon the 
investment markets at a time when they are 
not well able to bear it. The consequences 
over the past half-year have been a sharp de- 
cline in Government bonds affecting all bonds, 
and a nearly complete stoppage of the flow 
of new capital to other than governmental 
uses, while for some months past the Govern- 
ment itself has been unable to find a practic- 
able market for a long-term issue. These 
consequences have become so apparent that 
the Administration, the leaders of Congress 
and of both parties, and the weight of opinion 
in the country, fully agree upon the necessity 
of balancing the budget in the fiscal year 1933, 
for which a deficit of $1,250,000,000 is at pres- 
ent indicated. According to the leaders most 
of the members of Congress share that view. 

President Hoover has made a clear and per- 
suasive statement of the situation, pointing out 
that the undertaking to balance the budget— 
is the very keystone of recovery. It must be done. 
Without it the several measures for restoration of 
public confidence and reconstruction which we have 
already undertaken will be incomplete and the de- 
pression prolonged indefinitely. * * * 

The government, no more than individual families, 
can continue to expend more than it receives without 
inviting serious consequences. To continue to live 
on borrowed money only postpones the difficulty and 
in the meantime begets all manner of new evils and 
dangers, which create costs and losses to every work- 
man, every farmer and every business man far in 
excess of the cost of courageous action in balancing 
the budget. 

The controversy in the House of Represen- 
tatives over the tax bill has been upon the 
method of taxation to be employed, and not 
upon the greater issue of balancing the budget, 
and need not prematurely be interpreted as 
signifying an intention not to balance the 
budget. Nevertheless it is disturbing, is sub- 
ject to erroneous interpretation abroad, and 
will have cumulatively serious effects if it is 


prolonged. On the other hand, prompt action 
to raise the needed revenue, and ‘resistance to 
the further demands for extraordinary expendi- 
tures and disbursements that are being ad- 
vanced, such as the proposed cashing of veter- 
ans’ compensation certificates, will more effec- 
tively strengthen the financial situation than 
any other measure that can at present be 
taken, public attention rightly being fixed up- 
on the subject as of key importance. 

With respect to the character of the taxa- 
tion that must be levied, clearly the essential, 
business conditions and the sums to be raised 
being what they are, is that it must be broad- 
based, and fall upon either many taxpayers or 
many articles of consumption. Such taxes will 
provoke resentment, but if they also provoke 
resentment against unwarranted government 
expenditures they will serve a good purpose. 

The familiar attempt to lay the burden 
mainly upon large incomes through the im- 
position of high surtaxes is in evidence, but 
the Treasury is under no illusion that such 
taxes would produce much revenue in this 
period of diminished income and severe capital 
losses. The beginning of a shift into tax-ex- 
empt issues is already in evidence in the bond 
market, and is described subsequently. 


The Glass Banking Bill 


The Glass banking bill was introduced into 
the Senate on March 17, and hearings are be- 
ing held upon it in Committee. The bill was 
devised to prevent such inflation in the security 
markets as occurred in 1928-29, which obvi- 
ously is not an immediate peril. The author of 
the bill has lately sponsored legislation, the 
Glass-Steagall Act, which is an important part 
of the program in support of credit, and has 
had a very helpful effect upon the banking 
situation and in restoring confidence. If the 
time is appropriate for the one form of legisla- 
tion it is inappropriate for another of opposite 
effect. 

The new bill is extremely deflationary in its 
provisions, and in its present form would be 
so destructive of all values, and would so evi- 
dently prolong and intensify the depression, 
that its introduction has been a seriously dis- 
turbing factor, restrictive of confidence and an 
obstacle to business recovery. 

It is the hope of the conservative banking 
interests of the country that consideration of 
the question of banking reform legislation may 
be postponed by the Senate Committee on 
Banking and Currency until a more favorable 
time, when the problem can be more rationally 
considered in a more normal economic atmos- 
phere. The fundamental principle is that a 


crisis is not a time for. fundamental banking. 


legislation, except of clearly emergency char- 
acter. 
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International Affairs 


The most formidable of all the obstacles to 
recovery are those in the way of international 
trade, including the uncertainty as to the status 
of the reparations and intergovernmental debts 
upon the expiration of the moratorium year 
on June 30 next. When the Hoover mora- 
torium was proposed its purpose was stated 
to be “to give time to permit debtor countries 
to recover their national prosperity.” It is 
now sadly evident that the goal sought was 
farther away than believed, and the course of 
events in the nine months elapsed has but 
added to the difficulties of the situation that 
the Lausanne conference upon reparations 
will consider when it meets in June. 

Meanwhile the uncertainty that exists is de- 
structive of trade and business confidence, 
and the policy of the nations in seeking an 
ever-increasing degree of economic isolation 
and self-sufficiency through tariffs, import 
quotas, licenses and other forms of trade war- 
fare undoubtedly is reducing not only the 
aggregate of world trade, but also their own 
production and consumption which measure 
their prosperity. 

It is generally understood that the interna- 
tional situation, and the European situation in 
particular, reacts with destructive conse- 
quences upon the foreign trade of the United 
States, but apparently it is not as well under- 
stood that it affects this country in other ways 
also. The business men and investors of this 
country have large committments, both finan- 
cial and industrial, in foreign countries, and 
when these committments are disturbed by 
existing conditions, and doubt raised as to 
their worth or safety, confidence and credit in 
this country also are disturbed, with effects 
exceeding the actual loss of trade. Other na- 
tions are likewise affected, and conditions in 
each react upon the others. 


The opinion is sometimes expressed that 
the United States is in position to recover 
from the depression without waiting for set- 
tlement of the major problems abroad, and in 
fact the greater self-sufficiency of this country 
as compared with others is to be recognized. 
But it is clear that adjustment to complete 
self-sufficiency would involve changes either 
impossible or of such severity as to cause very 
much worse depression; and is not to be 
thought of. 


The Lausanne conference will be a vitally 
important one, exerting a dominant influence 
upon the economic outlook. A settlement of 
the reparations question in a manner to 
strengthen the credit of Germany, so that she 
may obtain capital for her industries, is es- 
sential to the welfare of Europe and therefore 
of all the world, and it can be said that noth- 
ing else could so stimulate the economic activ- 
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ity of all the world. In truth it might well 
signify the end of the depression. 

It may be said also that the international 
trade warfare which has been so extraordinari- 
ly accelerated during the past several months 
is one of the greatest handicaps to revival of 
trade and of confidence in the international 
capital markets, and to business recovery. The 
whole world has fallen into the error of re- 
garding trade as warfare between nations and 
adapting national policies to that theory, with 
the result that none can maintain advantage 
against all, while the demoralization resulting 
is harmful to all. It would seem that there 
might be general agreement upon the need 
for a more cooperative policy in world trade, 
in view of the obvious breakdown that has 
followed the policies pursued, and from the 
efforts to pay obligations and make other nec- 
essary transfers against the obstacles erected. 

In the ordinary processes of economic re- 
adjustment great progress has been made and 
is continuing. The level of industrial produc- 
tion is unquestionably below the normal needs 
of the country and shortages are accumulating 
which eventually will want filling. Capital 
goods are wearing out, and obsolescence 
mounting. The present need to develop more 
active business from these fundamental wants 
is restoration of confidence. Beginning has 
been made in the banking situation, and in the 
railroad situation. What is needed further is 
governmental policies calculated to relieve 
business of the apprehensions we have cited, 
which in our opinion are the principal remain- 
ing causes of concern. 


Money and Banking 





The money markets during March have been 
slightly easier. The return of currency to 
the banks and the gain of about $30,000,000 
in gold during the month have had a moder- 
ately easing effect, and the policy of the Fed- 
eral Reserve Banks has been to supplement 
these influences by open market purchases of 
United States Government securities. ‘These 
purchases began during the last week of Feb- 
ruary, when the System’s holdings stood at 
$741,000,000, and in the next four weeks $94,- 
000,000 were bought, raising the total on 
March 23 to $835,000,000, which is the largest 
on record if the temporary certificates of in- 
debtedness employed in tax-date financing are 
left out of consideration. The net increase in 
funds supplied through the open market is 
less than the figure stated, as in the same 
period there was a decline in holdings of bills 
purchased of $64,000,000. 


Purpose of Open Market Operations 


The release of additional Reserve Bank 
credit through the open market is a policy 
harmonious with the cut in the rediscount rate 
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of the New York bank on February 26 to 3 
per cent, and was doubtless determined upon 
as part of the general program in support of 
the credit situation. 

It may be presumed that the aim of the Re- 
serve authorities is to facilitate the repayment 
by the member banks of their indebtedness to 
the Reserve Banks, and thereby to promote the 
willingness and ability of bankers to extend 
credit. The abnormal demands upon the mem- 
ber banks for currency and gold beginning 
last September forced them to borrow heavily, 
and the volume of rediscounts early in Febru- 
ary reached the highest point except for the 
year-end since the Fall of 1929. In the past 
few weeks the member banks have been able 
to pay off some of their debt out of funds 
gained through the return of currency and the 
inflow of gold. The supplying of additional 
funds by the Reserve Banks through purchases 
of Governments is a step permitting further 
reduction of rediscounts, while at the same 
time offsetting the drop in bill holdings and 
tending to maintain the level of member bank 
reserve deposits and thus to keep up the vol- 
ume of credit in use. 


In the five weeks ended March 23 the total 
of member bank borrowing was reduced by 
$180,000,000 to $666,000,000, the lowest since 
last November. As the volume of rediscounts 
is reduced the number of banks totally out of 
debt to the Reserve Banks rises, and any fur- 
ther increase in the reserve funds available 
to such banks tends to find employment in 
expansion of loans or investments, of such 
character as the state of business invites. 


An encouraging feature of the reduction in 
rediscounts is that all districts have partici- 
pated in it, giving evidence that while ease of 
money is still confined to the short term highly 
liquid obligations in the larger centers, at least 
the situation elsewhere is showing improve- 
ment along with the decline in failures and 
the cessation of hoarding. 


During March the volume of member bank 
credit in use has shown further contraction, 
but at a lessened rate. The net decline in 
loans and investments of the weekly reporting 
member banks during the four weeks ended 
March 23 was $203,000,000, which compares 
with $384,000,000 in the preceding four weeks, 
and $540,000,000 in the four weeks prior to 
that. The chief factor in this flattening out 
of the decline, however, was the Government 
borrowing on March 15, since $312,000,000 of 
U. S. Government securities were taken into 
the portfolios of the banks during that week. 
Both secured loans and “all other” or com- 
mercial loans stood at new lows on the 23rd, 
but investments in other than Government 
securities showed a slight increase. 


Gains in Currency and Gold 


The gain to the banks through the return 
of currency from circulation has been an en- 
couraging one by contrast with the showing 
of previous months, and by comparison with 
other years. From the first week of February 
to March 23 the decline in the total outstand- 
ing was $151,000,000, whereas the average 
drop during the same period in the past four 
years was only $17,000,000. The total out- 
standing is the smallest of any reporting date 
since November. 

The question arises to what extent the cur- 
rency returned to the banks has come out of 
funds actually hoarded. The Treasury figures 
of the currency outstanding by denominations, 
while available only to the end of February, 
throw interesting light upon the subject. They 
are as follows (paper currency only): 


Currency Outstanding by Denominations 


(In millions) 
Change Change 
Denomi- from 
nation Feb., Jan., Feb., Year 
of Bills 1932 1932 
484 
48 
740 
1,457 
1,726 
486 
717 
185 
340 
38 
86 


The statement is sometimes made that the 
increase in circulation during the past year 
has been due in great part to increased need 
for currency in communities where the banks 
have failed and ordinary banking facilities are 
lacking ; indeed, that this is as much a factor 
as the hoarding. The figures appear effective- 
ly to disprove this view. If denominations 
up to and including $10 be considered hand-to- 
hand currency and denominations larger than 
$10 hoardable currency, it will be seen that 
circulation of the former has increased over 
one year ago only $109,000,000, and that the 
$10 bills more than account for all the rise. 
Furthermore, the circulation of subsidiary 
silver and minor coins, not shown in the table, 
declined nearly $15,000,000. 

By contrast, the amount of hoardable cur- 
rency outstanding increased $978,000,000. The 
biggest increase of all was in $100 bills. There 
was likewise an increase of $51,000,000 in gold 
coin and bullion. The recent changes in these 
figures have been encouraging. The peak of 
circulation was reached at the end of Decem- 
ber, and the usual seasonal decline in the total 
during January did not occur. Analysis of 
the figures shows that hand-to-hand currency 
showed a seasonal drop of $81,000,000 but that 
hoardable currency increased $80,000,000. Dur- 
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ing February both groups declined, the former 
by $8,000,000 and the latter by $11,000,000. 
This is the first reduction in the hoardable 
group, and while small, it was distributed over 
every denomination except the $20’s. The 
evidence is that hoarding receded, and it may 
reasonably be assumed that the greater decline 
in March represented a greater return of cur- 
rency from hoards. 

A considerable volume of gold certificates 
has been retired from circulation during the 
depression. At the end of September there 
were $1,037,000,000 outside of the Treasury 
and the Reserve Banks, which by the end of 
February had been reduced to $820,000,000. 
The holdings in the banking reserves were 
increased correspondingly. 

The net gain of gold through the 30th of 
the month was approximately $30,000,000. Ex- 
ports totaled $44,000,000, of which $38,000,000 
went to France and $6,000,000 to Belgium, but 
these were more than offset by the release of 
$59,000,000 from stocks previously earmarked 
in this country. Imports of $16,000,000, in- 
cluding $6,000,000 from Canada and smaller 
amounts from Latin American countries and 
China, raised the net gain to the figure stated. 

The dollar was firmer during the month in 
terms of the exchanges of those countries 
which have been taking gold from the United 
States, and French, Swiss, Dutch and Belgian 
currencies all fluctuated upon a lower level 
than in February, though showing renewed 
strength in the last few days in consequence 
of the tax controversy. Swiss francs have 
been quoted at the lowest price since the end 
of last May when the difficulties of the Credit 
Anstalt in Vienna set off the chain of interna- 
tional disturbances. In view of the sharp rise 
in sterling during the month, a movement of 
funds from Switzerland where they had been 
kept for safety into the London market is in- 
dicated. 

Money Rates 


Two cuts of one-eighth each in open mar- 
ket rates on acceptances have been made dur- 
ing the month, reducing the quotation on 30, 
60 and 90 day maturities to 2% bid, 2% asked, 
and on five and six months paper to 2% @ 
234, and the buying rate of the New York 
Reserve Bank has been reduced to 24%. The 
supply of acceptances has steadily declined 
with the decline of business, and at the end 
of February only $918,000,000 was outstand- 
ing, the smallest total since September, 1927. 
The drop in foreign trade is responsible for 
much of the falling off, and the total of ac- 
ceptances based on goods stored in or shipped 
between foreign countries has been cut nearly 
in half as compared with a year ago, $284,- 
000,000 against $544,000,000. The total based 
on warehouse credits in this country, however, 
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shows virtually no reduction, $254,000,000 
compared with $261,000,000. The holdings of 
cotton and wheat appear to supply the ex- 
planation for this. 

Time loans on Stock Exchange collateral, 
for which there is little demand, have been 
marked down from 314-3%, the rate prevailing 
during most of the year to date, to 234-3. Call 
money is unchanged at 2% with offerings 
plentiful. 


The Bond Market 


The effects of the alarm aroused by the 
revolt against the tax bill in the House of 
Representatives have been the dominant in- 
fluence in the bond market. The experience 
of investors since last Autumn has made them 
acutely aware of the effect of excessive issues 
upon prices of Government bonds, and the 
threat of a legislative situation which might 
end in an unbalanced budget or in heavy ex- 
traordinary disbursements caused prompt 
liquidation. This interrupted the advance 
which began last January, based upon the 
expectation that Congress would impose tax- 
ation to bring to an end the large operating 
deficit and the rise of the public debt, and has 
depressed prices of the long-term Treasury 
issues. 

In corporate bonds disappointment at the 
lack of evidence of business improvement has 
been an additional depressing influence, and 
after establishing in the forepart of the month 
the highest prices since last November these 
bonds likewise turned reactionary. In both 
groups the consolation remains that prices are 
much above the lows, the Treasury 3s of 
1951-55, for example, being currently quoted 
above 88 as compared with 82 3/32 in January; 
and the renewed progress toward passing the 
tax bill affords reason for encouragement. 


The Treasury deficit in the current fiscal 
year through March 22 amounts to $1,829,000,- 
000, including $355,000,000 sinking fund. This 
is at the average rate of an $8,300,000 deficit 
every business day. A heavy volume of short- 
term maturities was outstanding on March 30, 
including Treasury bills, certificates and notes 
aggregating $2,710,000,000 that fall due during 
the balance of the calendar year 1932 and 
$807,000,000 during 1933 (exclusive of optional 
maturities totaling $8,201,000,000), the refund- 
ing of which will make it necessary for the 
Treasury to come into the investment market 
frequently as a borrower. 

To float this debt along until it is practicable 
to fund it in long-term issues is one thing when 
confidence is supported by a balanced budget, 
but another when a large operating deficit must 
be financed also. If in addition such proposals 
as the disbursement to veterans contemplated 
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by several bills in Congress should be adopted 
the effect on the Government bond market 
would be very depressing, and in all probability 
would erase the recent improvement in the 
banking situation. The country could not con- 
template such a prospect without serious ap- 
prehension. 


Artificial Demand for Tax-Exempt Issues 


A feature of the market during the month 
has been the development of a more active 
demand for the tax-exempt Government issues, 
such as the First Liberty 3%s and the better 
grade of state and municipal bonds, which con- 
sequently have shown relative strength as 
compared with the rest of the market. This 
demand is a consequence of the House amend- 
ment to the tax bill raising the maximum tax 
on individual incomes, including normal and 
surtax, to 72 per cent, to which must be added, 
if the taxpayer lives in one of the twenty-eight 
states levying income taxes, a further 3 to 15 
per cent. It must be expected that the larger 
investors will place their funds in tax-exempt 
securities rather than be subject to the rates 
stated, and the shifting during the past two 
weeks may be taken as an indication of what 
would follow final enactment of the rates. 

This artificial demand for tax-exempt securi- 
ties is no more in the interest of business re- 
covery than is a government deficit. The shift 
of funds into tax-exempt issues instead of into 
the bonds of industrial, railroad or public 
utility corporations retards the flow of capital 
even for refunding purposes, into these pro- 
ductive industries. Moreover, the demand 
causes higher prices and cheapens the rate at 
which additional tax-exempt bonds may be 
sold. This in turn has a tendency to lessen the 
pressure for cutting government expenditures 
and bringing budgets into balance. To create 
an artificial market for tax-exempt bonds can 
only postpone the inevitable day of reckoning 
in public finance. 


Influences Upon Corporate Bonds 


Easier money conditions and cessation of 
forced liquidation of bonds by banks have been 
favorable factors in the corporate bond market, 
but have been offset since the middle of the 
month by the other conditions mentioned. The 
selective character of the market has been 
more pronounced. Higher rated bonds, fluctu- 
ating with interest rates, held firm until af- 
fected by the Washington news, while other 
classes sagged earlier, reflecting disappointment 
with current and prospective earnings. The 
market for new corporate issues naturally has 
been unfavorable, but it has been possible to 
market very high grade public utility bonds 
in limited amounts. 

Railroad bonds as a group have been sup- 
ported by the aid that has been given by the 


Reconstruction Finance Corporation to numer- 
ous individual railroads which temporarily are 
not in a position to fully cover interest charges 
and to meet maturing obligations by refund- 
ing. Applications for loans have been made 
by 47 individual railroads up to the present 
time in the aggregate amount of $357,000,000, 
of which the Interstate Commerce Commis- 
sion has to date approved loans to 17 railroads 
aggregating $57,000,000, without prejudice to 
the consideration of additional loans already 
applied for. These loans are made against 
collateral deposited as security, at an interest 
rate of 6 per cent and run for one, two or three 
years. 

The Treasury’s March 15 financing, consist- 
ing of $300,000,000 3%s of seven months’ ma- 
turity and $600,000,000 334s of one year’s 
maturity, was very heavily over-subscribed, 
the subscriptions totaling $3,400,000,000, ac- 
cording to the Treasury announcement. The 
success of the offering reflected the improve- 
ment in credit conditions, and is evidence of 
the great preference of institutions and many 
individuals for short over long maturities in 
these times. With further easing in money 
after the allotment was made, and the in- 
creased inducement to investment in tax ex- 
empt securities, the notes moved rapidly to 
a premium, and the one-year issue is currently 
selling to yield approximately 3 per cent. 


The Farm Situation 





It is difficult to find anything cheerful to 
say about the farm situation, unless it be by 
comparison with the industrial situation in the 


cities. It is in times like these that the value 
of the farm home, with a winter’s vegetables 
in the cellar and the cows and chickens as 
faithful standbys, is fully appreciated. The 
prices of farm products have fallen much more 
than the prices of what the farmer buys, but 
on account of his own supply of prime neces- 
saries he is able, if not in debt, to stand the 
storm more comfortably than might seen pos- 
sible in view of his reduced income from out- 
side. 

According to a Department of Agriculture 
calculation, the average price of all farm prod- 
ucts in the United States on January 15, 1932, 
was only 63 per cent of the average over the 
last five pre-war years, while a similar calcu- 
lation of the prices of goods which farmers 
are accustomed to buy was 121 per cent. On 
this basis the farmers as a group are able to 
make only 51 per cent of the purchases which 
they were accustomed to make in the pre-war 
years. 

That single statement accounts for a large 
part of the unemployment in the other indus- 
tries. What has happened to the farmers has 
happened also to the people who live in the 
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small towns immediately dependent upon the 
farms, and to these have been gradually added 
the numbers of unemployed in all the indus- 
tries, as the decrease in buying power has 
spread. The farmer is digging in to survive, 
and he has some advantage over other people 
in digging in, but through no fault of his own 
he cannot give much support to the other in- 
dustries. He is delivering about the same 
quantities of his products as formerly, but re- 
ceiving only about one-half as much in ex- 
change. Nominally the other industries have 
an advantage, their products are rated rela- 
tively higher than before the war, but they 
are not more prosperous. Never has there been 
a clearer demonstration that the basis of pros- 
perity is equitable exchange relations. It is 


hardly necessary to say that the existing sit- 
uation is not what it is by design, but the 
unforeseen result of the violent readjustments 
forced upon industry by the war. 


The Wheat and Cotton Markets 


Notwithstanding the state of the markets 
there is a more hopeful feeling about some of 
the chief staples. There is less fear of Russia, 
whose wheat exports have not yet equalled 
the pre-war figures. The size of its 1931 crop 
has not been officially announced, but famine 
reports have been coming from some of the 
wheat districts, and much of the new wheat 
territory is known to be of uncertain climatic 
conditions. Moreover, home consumption is in- 
creasing. It is probable that the new machin- 
ery for wheat production will reduce the acre- 
age sown upon small farms, which will be 
turned to other crops. At present the price 
of wheat is kept down by the stocks in the 
United States, which have been accumulating 
for several years and now are the largest on 
record. The operations of the Farm Board 
have tended to keep market prices above the 
world parity, giving domestic producers the 
immediate benefit of higher prices on the do- 
mestic consumption, but subject eventually to 
the depressing influence of the unsold stocks. 
Within the last month the president of the 
Wheat Stabilization Corporation has gone to 
Europe for the acknowledged purpose of mak- 
ing a special effort to reduce the Board’s hold- 
ings, and this has given the market a setback 
to about the low figures of the year. The mar- 
ket cannot act normally so long as stocks are 
held back and marketed irregularly in this 
manner. They are a menace to the grain trade 
of the world, and the policy cannot be bene- 
ficial to growers. 

The cotton trade has a gleam of encourage- 
ment in larger exports than last year, and 
increased consumption both at home and 
abroad. The New York Cotton Exchange cal- 
culates the total consumption of American 


cotton in the first half of the current year as 
6,150,000 bales, against 5,377,000 bales in the 
corresponding months of the last year. A 
slight gain has been made in this country, also 
in Great Britain, but the largest gain has been 
in the Orient, both in Japan and in China, 
where the high exchange rate has stimulated 
the cotton goods industry. Last year’s sur- 
prising crop of cotton and the heavy carry- 
over, plus the world depression, have made a 
difficult situation for the cotton-grower, but a 
revival of world consumption would soon cor- 
rect the price situation. 

Estimated numbers of all kinds of live stock 
as of January 1, 1932, were slightly higher 
than on that date of the previous year. Fed- 
erally-inspected hog slaughterings in the first 
four months of the winter-packing season were 
higher than in the corresponding period of last 
year, and our exports of hog products have 
been very low, owing to increased production 
in Europe. Hog prices declined to the lowest 
figures reported in many years, but with some 
falling off of market receipts a substantial re- 
covery occurred in February. The dressed- 
weight production of all federally-inspected 
meat carcasses in 1931 aggregated 11,048,000,- 
000 pounds, against 10,898,000,000 pounds in 
1930. 

Production of creamery butter has been run- 
ning higher than a year ago, and the January 
Ist estimate of the number of dairy cattle in 
the country was higher than a year ago. How- 
ever, stocks of dairy products are lower than a 
year ago. Poultry and eggs are in over-supply 
in relation to the demand. . 


Business Profits for 1929-1931 


The past month has practically completed 
the publication of annual statements for the 
year 1931 and our summary of manufacturing 
and trading corporation profits has been 
brought down to date to include more than 
1,300 individual companies. In the revised 
tabulation given on the following page the 
trend in the major industrial groups is similar 
to that indicated by the previous tabulation of 
900 companies, although the addition of later 
reports has increased somewhat further the 
percentage decline of profits in 1931 as com- 
pared with 1930. Figures are also given for 
the 156 Class I railroads, 60 leading public 
utility companies supplying electric light, 

ower, gas, etc., the 24 operating companies of 
the Bell Telephone System, 60 fire and casualty 
insurance companies and 18 finance companies, 
making a grand total in excess of 1,600 cor- 
porations. 

A three year comparison of the net profits, 
after all charges but before dividends, will 
show the extreme fluctuation that occurred be- 
tween the unusually high records in 1929 and 








SUMMARY OF BUSINESS PROFITS FOR THE YEARS 1929-1930-1931 
Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and 
Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 
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Class I Railroads 
Electric Light, etc. (b).... 414,760 
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Insurance Companies (c) 2,988 
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Grand Total 


D—Deficit. 

P—Preliminary. 

(a) Includes principally calf leather tanners. 

(b) Figures refer to shareholders only. Because of the large proportion of bonded indebtedness, actual 
return on the property investment is less than the above. 

(c) Fire and casualty. Figures represent total shareholders’ gains or losses, on both underwriting and 
investments. 

*Before certain charges. 
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the low level of 1931. Whereas the year 1930 
brought a marked contraction in volume of 
business, accompanied by severe inventory 
losses, the year 1931 was one of plumbing the 
depths of depression and of thorough “house- 
cleaning” in the preparation of financial state- 
ments. Heavy charges were made last year 
for losses actually realized and against future 
contingencies, including the writing down of 
fixed assets so as to recognize the decline in 
real estate values as well as obsolescence, writ- 
ing down receivables, investments in affiliated 
companies, and marketable securities; and in 
many instances there was a scaling down of 
capital. 

Aggregate profits of the industrial and mer- 
chandising companies in 1929 were approxi- 
mately $3,524,000,000, and for the identical 
group of companies declined in 1930 to $1,- 
937,000,000 and in 1931 to $718,000,000. No 
net income was reported in 1929 by about 8 
per cent of the companies, whose combined 
deficits amounted to $68,000,000, while in 1930 
there was 23 per cent with deficits of $227,- 
000,000 and in 1930 there was 41 per cent with 
$533,000,000, all of which have been deducted 
in arriving at the net totals given. These 
companies had a combined “net worth,” made 
up of outstanding preferred and common 
stocks and surplus account at the beginning 
of 1931 of $29,231,000,000, while the corre- 
sponding totals for 1930 and 1929 (not shown 
in the tabulation) were $29,060,000,000 and 
$26,091,000,000 respectively. Average rate of 
profits return on net worth for the industrial 
group as a whole was 13.5 per cent in 1929, 
6.7 per cent in 1930 and 2.5 per cent in 1931. 

In the case of the railroads and other public 
utility companies given separately at the bot- 
tom of the table it should be noted that, inas- 
much as these rates refer. to income to stock- 
holders only, after payment of interest charges 
on borrowed capital, represented by bonded 
indebtedness, they are not the same as rate of 
return on property investment. 

The disastrous decline in business activity 
and in prices resulting from the world-wide 
depression has affected practically every or- 
ganization, not only the well known corpora- 
tions which publish their statements but also 
the much greater number of small companies 
and firms for which figures are not publicly 
available. Difficult conditions were common to 
all, and a composite statement, therefore, pre- 
sents an approximate picture of the collapse in 
earnings that occurred. There were, of course, 
certain lines ofsbusiness that were affected less 
severely than were others, because of special 
circumstances, while-a very creditable record 
in resisting the downward trend has been 
achieved by numerous companies due to un- 
usually able and aggressive management. 


Last year there were 143 concerns in various 
different lines of industry that reported higher 
profits than those of the previous year, while 
38 companies changed from a deficit to a profit 
and 120 companies operated at a smaller deficit 
in 1931 than in 1930, making 301 favorable 
changes in all or 23 per cent of the total. Many 
of these companies were engaged in the pro- 
duction of so-called “specialties” rather than 
basic commodities, and many, because of their 
relatively small size, were able to readjust 
their operations to the lower level of costs 
more promptly than were the leading organi- 
zations in the same industry. On the other 
hand, it was found that numerous large com- 
panies showed a very creditable ability to con- 
trol their costs and had only a moderate de- 
cline in earnings. 


Utility and Financial Companies 


In the group other than manufacturing and 
trading, the public utility companies made an 
exceptionally good showing. Combined net 
profit of 60 leading systems (excluding holding 
companies where separate figures for the prin- 
cipal operating subsidiaries are available) de- 
clined only 4 per cent from 1930 to 1931, re- 
flecting the high degree of stability in con- 
sumption of electricity and gas by domestic 
customers, which provide the major portion of 
revenues and have offset the decline in con- 
sumption by large industrial users. Net income 
of the telephone companies was down slightly. 


The railroads, on the other hand, suffered 
a continued falling off in both freight and pas- 
senger traffic, gross revenues in 1931 being 
exactly one-third below those of 1929, As 
operating expenses could not be reduced to a 
corresponding extent, there was a sharp drop 
in net operating income. Net profit remaining 
after payment of interest and other charges, 
but before dividends, was at the rate of only 
1 per cent on the preferred and common stock 
and surplus of the Class I railroads as a group, 
and many individual companies reported actual 
deficits. Some improvement in earnings is in- 
dicated by the February 1932 statements, 21 
out of 53 which have been published to date 
showing a gain in net operating income as 
compared with the same month last year. The 
wage reduction which went into effect Feb- 
ruary 1 was doubtless an important factor in 
the change. 


Insurance companies suffered a severe de- 
preciation in the value of their bond and 
stock investments, which are customarily ad- 
justed to market value at the end of each year. 
Because of the abnormally low quotations on 
December 31 last, insurance commissioners of 
a number of states authorized the companies 
to use quotations as of June 30, 1931, or there- 
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abouts, as representing more reasonable valua- 
tions than those of the temporarily demoralized 
market. 


British Recovery 





Developments in London in the past month 
have done much to strengthen confidence there 
and elsewhere in the stability of the British 
financial position, and this of course has a fav- 
orable influence in all financial centers. 


On March Ist the British Treasury an- 
nounced that it would pay off $150,000,000 of 
the $200,000,000 emergency credit obtained of 
American bankers last August in aid of the 
Bank of England’s efforts to remain on the 
gold basis, and also 1,600,000,000 of a 5,000,- 
000,000 france ($200,000,000) credit obtained in 
Paris at the same time. On March 29, $30,000,- 
000 more were paid off the American credit, 
leaving only $20,000,000 which will be probab- 
ly settled when due on April 5, 1932. That 
corresponding payments were not made in the 
two countries was due to differing maturities. 
An earlier transaction for the same purpose, in 
which the Reserve Banks of the United States 
and the Bank of France bought $250,000,000 
of bills of the Bank of England had been pre- 
viously cleared up by the liquidation of the 
bills. Altogether these payments made a 
showing of financial strength which created a 
very favorable impression. It appears, how- 
ever, that the proceeds of the market loans in 
Paris and New York had not been used in sup- 
port of sterling, hence were available for the 
repayment. 

The departure of a currency from its metal- 
lic base always involves danger of inflation and 
for this reason and as a general precaution, the 
Bank of England raised its discount rate to 
6 per cent when gold payments were sus- 
pended. This rate was maintained to February 
19, when it was lowered to 5 per cent, 
on March 10 it was reduced to 4 per cent and 
on March 17 to 3% per cent. These successive 
reductions show that the authorities have dis- 
missed, at least for the present, the fear of 
inflation, there being as yet no signs of it. The 
internal price level has remained practically 
unchanged and bank deposits have not in- 
creased. Indeed the several reductions must 
be interpreted as an invitation to the public to 
use credit more freely. 

One reason for this exhibition of confidence 
on the part of the Bank authorities is the good 
prospect that the British Government will 
have the distinction of closing its fiscal year 
March 31, 1932, with perhaps the only balanced 
government budget in the world. This achieve- 
ment is due in part to a revision of the original 
budget of April 1, 1931, adopted on September 
10, 1931, by the new National government 
which succeeded the Labor government at 


about that time. The second budget increased 
taxation and reduced the sinking fund require- 
ment from £42,000,000 to £26,000,000, but it 
must be regarded as heroic devotion to a sound 
principle that any provision for the sinking 
fund should be made in a year of such stress. 

On March 2nd all restrictions upon trading 
in foreign exchange were removed, another 
exhibition of confidence in the normality of the 
situation. 

The combined influence of these develop- 
ments upon sentiment was reflected in a rise 
of sterling exchange from around $3.45, where 
it had been fluctuating for some weeks, to 
$3.531%4 on March 7, followed by a jump in 
one day to $3.73%4. The immediate cause of 
this rise was heavy purchases in many mar- 
kets, which are accounted for in various ways. 
First, there is believed to have been a sub- 
stantial return of British funds which had been 
sent out of the country during the period of 
alarm preceding the suspension; second, a re- 
instatement of foreign balances which had been 
habitually kept in London, but were with- 
drawn before or at the time of the suspension, 
now returned partly for the investment facili- 
ties afforded by the London market and partly 
because of a belief that sterling had been below 
its real value, and was more likely to rule 
higher than lower; and, finally, speculation in- 
duced by the upward trend. It is evident also 
that the large receipts of gold from India have 
exerted a helpful influence upon the sterling 
exchanges. 

Although it may be assumed that the 
strength manifested by the exchanges was 
sentimentally gratifying to the authorities, 
they did not welcome the rise and at first en- 
deavored to stop it by sales. The time has not 
come for Britain to again attach itself to the 
gold standard, and for the present the official 
policy is to maintain stability rather than to 
advance the rate. However, it has not been 
very successful in its aim, for since the first 
20 cent rise early in March the rate has been 
down to $3.62 and up again for another 20 cent 
rise to $3.83%4 toward the end of March. The 
last figures, however, have been affected in 
part by the decline of dollar exchanges. Busi- 
ness interests generally favor keeping the rate 
down, as an aid to export business, but an 
artificially low rate would have an inflationary 
influence. The proper rate is one which would 
represent the normal equilibrium of in and out 
payments, but that is dependent upon many 
conditions at present unsettled. The volume 
of the London exchanges is so great that the 
Government cannot control the rate arbitrarily 
for very long. 

Such exchange fluctuations illustrate the 
difficulties which attend upon attempts to 
“manage” the currency or exchanges in the 
absence of a metallic base. Since its departure 
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from the gold standard the pound sterling has 
been as low as $3.2434, back to $3.83%4 and now 
is about $3.80. Obviously it would require 
active management of other currencies to keep 
them in line with sterling when the latter per- 
forms in this manner. 


The New Protective Tariff 


Parliament has passed the general import 
tariff bill providing for a uniform levy of ten 
per cent upon all goods not exempted by the 
free list. This list is not very long, but in- 
cludes certain important raw materials and 
articles of food—notably, from the standpoint 
of the United States, cotton, cotton seed, wheat 
in grain and meat. The ten per cent duty, 
however, is only a platform upon which is to 
be erected a system of additional duties, upon 
the recommendation of a standing advisory 
committee, which will consider the needs of 
British industry for protection, the trade rela- 
tions which may be desirable with other coun- 
tries, etc. Evidently a fighting or trading 
policy is contemplated. And finally an imperial 
conference is to be held at Ottawa in July, 
when an attempt will be made to construct a 
system of preferential duties which will favor 
trade within the empire so far as possible, as 
against trade with other countries. Australia 
and Canada expect to obtain an important ad- 
vantage over the United States in the terms 
upon which wheat and other foodstuffs are 
admitted to the British market. 

Recommendations of the advisory committee 
may be put into effect by Treasury order un- 
less vetoed by an act of Parliament within 
twenty-eight days. The bill passed the House 
of Commons by a vote of 451 to 73. Inasmuch 
as it is probable that the life of this Parliament 
will run the full term of five years from its 
beginning last Fall, it may be accepted that a 
thorough-going protective system will take the 
place of the policy of approximate free trade 
which has been followed for nearly one hun- 
dred years. The change of policy is radical 
and the results are yet to appear, but appar- 
ently confidence is stronger than at any time 
since going off the gold basis. Probably this 
in part expresses the stimulus which comes 
from the adoption of an aggressive trade policy 
instead of the passive one under which it is 
thought that Britain’s trade has not had fair 
treatment. 

On the Continent 


The outstanding event of the past month on 
the Continent was the election in Germany, 
which greatly disappointed the radical parties, 
and gave corresponding reassurance to the 
conservative element. Undoubtedly it has 
exerted a stabilizing influence in Europe. For- 
eign trade figures during the last two months 
show a marked falling off in the favorable 
trade balance which was one good feature of 


Germany’s situation last year. This decline is 
attributed to higher tariffs on all sides, and 
injury is feared from the new British tariff. 

Announcement has been made that the Gov- 
ernments of Belgium, France, Germany, Italy, 
Japan and the United Kingdom “after having 
taken note of the report of the Basle Com- 
mittee,” have agreed to hold the previously 
proposed Lausanne Conference in June, in the 
language of the note, “to agree upon a lasting 
settlement of the questions raised by the Basle 
experts and on the measures necessary to solve 
the other economic and financial difficulties 
which are responsible for and may prolong 
the present world crisis.” 

The states which formerly composed in great 
part the Austro-Hungarian empire have been 
in serious economic and financial straits for 
the past year, and the situation has been grow- 
ing more critical. Perhaps the chief of their 
troubles is their inability to trade with each 
other, owing to the tariff barriers and exchange 
restrictions which now hamper their relations. 
The situation is illustrated by the clearing 
arrangements that have been set up between 
these states and in some instances other states 
of Europe, by which trade settlements are 
made through the central banks by offsets. 
Negotiations have been continuous, confer- 
ences have met, the financial committee of the 
League of Nations has studied the subject, 
without tangible results. Recently Premier 
Tardieu, of France, has proposed that the five 
countries, Austria, Czechoslovakia, Hungary, 
Jugo-slavia and Rumania should form a pre- 
ferential customs union, and the proposal has 
received much attention. Existing treaties 
interpose obstacles. Germany objects on the 
ground that better results would be had by 
enlarging the list of countries and particularly 
by including countries of more diversified in- 
dustries, which could absorb the agricultural 
products of which the countries named have a 
surplus. The latest development is an invita- 
tion by the Government of Great Britain ad- 
dressed to the Governments of France, Ger- 
many and Italy to join with it in a conference 
upon the subject. 

One favorable and widespread development 
is the general decline of central banks discount 
rates, which if not reflecting monetary ease 
at least indicates a lessened degree of alarm. 
Reductions in March were as follows: 
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The Source of Wages 


The recent report of the International Labor 
Office at Geneva upon its investigation of 
wages and costs of living in fourteen European 
cities in comparison with corresponding fig- 
ures in Detroit has received much attention 
and varied comment. Its greatest significance 
is in the proof it affords of the benefits de- 
rived by the wage-earning class from highly 
organized modern industry. 

The investigation was begun two years ago 
under the auspices of the Twentieth Century 
Fund, Inc., of Boston, an organization for so- 
cial research, and included a survey of wages 
in European factories in comparison with those 
in the Ford works at Detroit, and also of costs 
of living, calculated upon a standard corres- 
ponding to that prevailing among workmen’s 
families in Detroit. The inquiry was com- 
pleted before the existing depression was far 
advanced, but the value of the comparisons are 
not vitiated by that fact. The report is ex- 
haustive, but has been briefly summarized by 
Professor Leo Wolman, of Columbia Univer- 
sity, one of the Economic Advisors of the 
Fund, and well known as a writer upon wages. 

Speaking at a meeting in New York at 
which the Geneva report was the subject of 
discussion, Professor Wolman said that, while 
it had always been known that money wages 
were higher in the United States than else- 
where, it had often been believed that work- 
men in other countries made up the differences 
in money wages through the prevalence of 
materially lower price levels. 

Upon this point he said: 

This inquiry into the cost of a Ford workingman’s 
budget in Detroit at prices for similar goods and 
services in fourteen representative industrial cities, 
proves that the differences between European and 
American prices are far from sufficient to make up 
for the disparity in money wages. 

The most important result of the study is added 
evidence that high wages are not incompatible with 
low prices. The widespread use of machinery, efficient 
management, skilled and responsible labor force are 
the factors that produce low labor costs and a high 
level of per capita output. 

The essence of the report is that wages paid 
in this country have afforded a much higher 
standard of living than wages paid for work of 
similar character in Europe, and that the ex- 
planation of the difference is a larger capital 
investment in equipment and a superior organ- 
ization of the working forces here. It shows 
that the workmen of Detroit have higher 
money wages than the workmen of Europe, 
buy a higher class of goods and have their 
homes more completely furnished, including 
many comforts seldom found in workingmen’s 
homes in Europe. This is precisely what has 
been claimed for the so-called capitalist sys- 
tem. The use of capital in the form of machin- 
ery has the effect of lowering unit costs, mak- 





ing possible either an increase of wages or 
reduction of prices, and making necessary one 
or the other in order to effect the distribution 
of the increased production. In fact the gains 
of more economical production are distributed 
both ways, and the wage-earners benefit either 
or both ways, as this investigation shows. 

Professor Wolman takes occasion to say that 
the report affords evidence that “high wages 
are not incompatible with low prices.” This 
is true, but it is important to note that both 
the high wages and low prices result from in- 
creased productivity, made possible by in- 
creased use of capital. The terms “high wages” 
and “low prices” of course are used relatively, 
to compare wages and prices in Detroit with 
what they are where capital is a smaller factor 
in production. 

The findings of this investigation agree with 
common knowledge of the results of an increas- 
ing employment of capital from the beginnings 
of machine development. The advance in liv- 
ing conditions for the masses has been con- 
stantly aided by the savings of new capital, 
often from very meagre earnings, to increase 
the productivity of labor. 

The living standards of the masses of the 
people in the different parts of the world are 
in close relations to the employment of capital 
in production, as illustrated by the standards 
of Asia at the bottom of the scale and the 
standards of Great Britain and the United 
States at the top of the scale. 


Wages in Relation to Prices and Employment 


Since it is agreed that “high wages” are not 
necessarily incompatible with “low prices” it 
is pertinent to ask when, if ever, such is the 
case. The answer is that it is when they have 
become so high that the last increase must be 
added to the price of the product, or in other 
words when the wage increases exceed the 
gains in productivity. If single groups in the 
economic organization force their compensa- 
tion above this point, they do so by raising 
prices, which not only is to the disadvantage 
of the rest of the community, but tends to cur- 
tail consumption and cause unemployment in 
their own ranks. The same principle which 
determines that lower prices must accompany 
increased production in order to accomplish 
distribution, also determines that rising prices 
will restrict consumption. 

This is a very important principle, for it re- 
lates to the stability of employment. It is 
evident that the relations between the different 
groups of the economic organization are re- 
ciprocal and mutually dependent. They buy 
each others’ products and services by what 
is essentially a process of exchange, and any 
change of terms which seriously affects the 





exchanges slows down trade and affects em- 
ployment, prices, wages, and general pros- 
perity. 
é The Present Situation 

These simple truths are demonstrated by 
industrial and trade conditions over the world 
today. Before the war, prices and wages were 
fairly stable, changing gradually with condi- 
tions affecting them, but the war soon caused 
extraordinary changes. Foodstuffs were af- 
fected first, bringing what was regarded as 
prosperity to the farmers. The rise of the 
cost of living afforded a valid basis for a gen- 
eral rise of wages, and once started upward 
they continued to rise, not only during the 
war, but during the industrial activity which 
followed. In the period from 1915 to 1925 
money wages had a general advance of 100 
per cent or thereabouts, but since this advance 
carried up the cost of living it was far from 
being a net gain. However, so long as wages 
and prices advanced closely together the dif- 
ferent industrial groups were trading serv- 
ices upon terms that were practically un- 
changed and production and consumption both 
continued at a high rate. Wages and prices 


were fairly well sustained, except for a break 
in 1920-1921, until the heavy decline in secur- 
ity and commodity prices began in 1929. This 
affected the purchasing power of millions of 


people, with the result that consumption fell 
off, causing unemployment, and every addition 
to unemployment since has reduced consump- 
tion still more. 

There is no need to dwell upon the deplor- 
able details; they are sufficiently familiar, and 
it is enough to say that all business, all classes 
of people and all kinds of incomes have been 
affected in a disastrous manner. If the de- 
velopment of the depression is studied it is 
seen that the earliest influences came from the 
widespread losses in the security markets and 
the falling prices of farm products and other 
crude commodities. The loss of purchasing 
power suffered by the large number of per- 
sons thus affected reacted upon manufactur- 
ing, transportation and all other lines of ac- 
tivity. After this start, the progressive in- 
crease of unemployment, continued fall of 
prices and spread of alarm have been the chief 
influences intensifying the depression. 


Attitude of Employers Toward Wages 


Under the pressure of these conditions 
wages have given way to some extent, and 
employers have been accused of taking advan- 
tage of a time of stress to break down living 
standards, etc. This is a grave charge to make, 
for it incites ill feeling at a time when there 
should be good understanding and cooperation 
in dealing with the most difficult industrial 
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situation ever known. It cannot be fairly said 
that employers as a class have been eager to 
reduce wages. Except for the year 1928, when 
wages were rising, the number of wage dis- 
putes in the United States in the year 1930 was 
less than in any other year since 1916, when 
the Bureau of Labor at Washington began to 
keep a record of them. Employers have faced 
very difficult conditions in the last two years. 
The volume of business has been declining 
steadily, compelling economies in production 
and presenting daily the problem of how to 
obtain business enough to continue employ- 
ment to the workers regularly dependent upon 
them. 

Where wage-reductions have been an alter- 
native to suspending operations being con- 
ducted at a loss, the employer has been con- 
fronted by a number of grave considerations, 
among which may be mentioned, (1) that 
operations could not be conducted at a loss 
indefinitely ; (2) that if operations were sus- 
pended the employes would be compelled to 
draw upon savings or possibly in some cases 
look to charity for support; (3) that if opera- 
tions were continued, even with a wage re- 
duction, the employes would be carried over a 
dire emergency with less hardship than if 
wages stopped entirely; (4) that at a time 
when all public agencies of relief for the un- 
employed were strained to the limit, it would 
be a public service to afford employment even 
at lower pay than under normal conditions; 
(5) that a reduction of costs and prices would 
tend to lower the cost of living and so increase 
the purchasing power of the entire population, 
enlarging consumption and thus affording 
more employment. 

Against these considerations it is commonly 
urged that wage reductions reduce purchasing 
power, but this overlooks the fact that the 
public pays all wages in the prices of what it 
buys, and that a reduction of industrial costs 
and prices increases the purchasing power of 
the public by an equal amount. Furthermore, 
it increases the purchasing power of many dis- 
tressed people whose incomes already have 
been reduced more than the average wage 
reduction. 

If the premise is correct—and nobody dis- 
putes it—that the various occupational groups 
buy each other’s products and services prac- 
tically by a process of exchange, and that any 
serious alteration of the terms of these ex- 
changes slows down trade and consumption, it 
follows that any movement of wages and prices 
tending to restore the normal equilibrium is in 
the common interest. Once the equilibrium is 
regained, consumption and employment begin 
to increase, and prices and wages rise together, 
as seen in every period of prosperity. 
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The Railroad Settlement 


The wage-reduction question was fully pre- 
sented and fairly considered in the recent 
negotiations of the railroad companies with 
their employes. The result is gratifying not 
only for the relief afforded, but because it was 
a triumph of the rule of reason, which ought 
to govern in such cases. The railroad brother- 
hoods were ably represented by their leaders, 
who put up stubborn opposition but at last 
yielded unanimously to the logic of facts, vir- 
tually convinced against their wills. 

The spokesman for the group, in announc- 
ing their decision, said that they “felt com- 
pelled to reiterate” the opinion “that as a mat- 
ter of pure right and justice the railroad em- 
ployes could not be called upon to yield 10 
per cent of their meagre earnings,” but that 
“they yielded to the urgent needs of the rail- 
road industry and the demands of the public 
welfare.” 

The issue is settled for one year, and ac- 
knowledgment is due to the brotherhood 
leaders for their action recognizing the emer- 
gency. However, the principle of cooperation 
in such a situation as the present is so vital 
to modern social life that there is justification 
for a few comments. The language indicates 
an indisposition at first to consider the whole 
situation as one in which the railroad em- 


ployes were interested, but in the end they 
reached a different conclusion. 


Wages a Question of Relationships 


It is impossible to pass an abstract judgment 
upon a given wage by itself,—‘“‘as a matter of 
pure right and justice.” A question of what 
is right and just is always one of relationships 
between persons, and wages must be judged 
in comparison with what they have been in 
the past, with other wages and compensation, 
and in connection with commodity prices and 
the cost of living. Wages are not handed 
down from heaven, but received for services 
rendered to other members of the industrial 
organization, and it is the relationships be- 
tween the various members and groups that 
are important, 

According to the reports of the Interstate 
Commerce Commission the average hourly 
earnings of all railroad employes increased 
from 1914-15 to 1929 by 153.3 per cent and 
average weekly earnings by 109.6 per cent. 
Weekly earnings increased by a lower per- 
centage than hourly earnings by reason of the 
adoption of the eight-hour day. 

These wage advances were properly made, 
because at the time the prices of the commo- 
dities being transported, the compensation of 
producers generally, and the cost of living, all 
were upon approximately a corresponding 


level. It is unlikely that the advances from 
1914 to 1923 would have been made or that 
the railroad employes would have urged them 
to the full extent, if such had not been the case. 
Now all of these conditions are changed. The 
prices of the commodities which make up the 
bulk of railway freight have fallen to approxi- 
mately the level of 1914, the incomes of the 
producers have declined in like proportion 
and throughout the industries wage reductions 
in the last two years as large as that now ac- 
cepted by the railroad men have not been 
uncommon. 


Meantime, according to the National Indus- 
trial Conference Board’s calculations, the cost 
of living has declined since 1929 by approxi- 
mately 20 per cent. 


The Common Interest in Prosperity 


It is true that a great loss of earnings has 
occurred as a result of the decline of traffic, 
but this is the very condition for which a rem- 
edy is sought. It is said that unemployment 
among railroad employes equals one-third of 
their number. The railroads and their em- 
ployes are alike interested in more traffic, 
which can be had only by the restoration of 
general prosperity. 

It was authoritatively shown that over sev- 
enty per cent of all outstanding railroad bonds 
are held by life insurance companies, savings 
banks and other banks, trust companies and 
various organizations, which hold them vir- 
tually in trust against obligations that they 
have assumed to millions of persons who have 
adopted such means of investing their savings. 
It cannot be doubted that many of the mem- 
bers of the brotherhood organizations have 
made provision for their families through such 
institutions. Furthermore, no intelligent per- 
son could be unaware of the importance of 
these institutions in our economic and social 
life and their relations to the vast system of 
credit in which all of the business of the coun- 
try is involved. Railroad men of course were 
aware of the action taken at Washington to 
provide credit to railroads and financial insti- 
tutions in need, and know that this was not 
done as favoritism to these corporations, but 
because of their relations to commerce, indus- 
try and employment. Thus every approach to 
the subject supplied evidence to the brother- 
hood chiefs that the interests of railroad em- 
ployes would be best served by a course which 
would be helpful to the general financial and 
industrial situation. 


The Disruption of Trade Relations 


Whatever may have caused the disruption 
of trade relations and whatever may be one’s 
views as to how they may be restored, there is 
practical agreement that the great falling off 
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in the volume of trade in the last three years 
has been due to the changed price relations. 
The disturbance thus begun has spread, as the 
result of the growing unemployment, until it 
has reached present proportions. There is no 
reason to think that the public is not eager to 
buy and consume as many goods in 1932 as in 
1929, but something has occurred that affects 
purchasing power. 

The problem is how to get everything back 
into former relations, so that what each person 
has to sell will buy as much as before. No 
doubt that, if practicable, would clear up un- 
employment. Much has been said of the de- 
sirability of raising the prices that have had 
the greatest declines to the old level, instead 
of having equality reestablished on a lower 
basis. That sounds very well, but nobody has 
shown how it can be done. Inflation of cur- 
rency is suggested, but that tends to affect 
all prices alike and would not correct the mal- 
adjustments unless wages were excepted from 
the general rise. Inflation of prices only would 
quickly reduce the purchasing power of pres- 
ent wages, and therefore would be open to the 
objections which are now made to direct wage 
reductions. 

Without following that question further, 
it may be said that two conclusions are definite, 
viz.: (1) that something like the old price 
relations must be established in order to re- 
store employment and (2) that there is no 
substitute for the regular occupations of the 
people as a means of providing for their daily 
wants. With the people employed in the usual 
way their products and services meet in trade 
and pay for each other. The whole system is 
self-supporting, and of course can be main- 
tained indefinitely, and with production and 
consumption on a rising scale. It is very dif- 
ferent when an important part of the popula- 
tion is unemployed and dependent upon public 
support. The Federal Government and the 
State and municipal governments face grow- 
ing deficits, their revenues falling as their ex- 
penditures increase. They can neither increase 
taxation nor increase borrowing without add- 
ing to the perplexities of the situation, and 
even proposed economies in administration 
meet with strong opposition because they in- 
crease unemployment. 
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The Weakness of Government Aid 


The governments can obtain money only 
from the people, and the incomes of the people 
diminish under the paralysis of business. 
Large schemes for employment upon public 
works which can yield no returns in the 
near future, if ever, are even more difficult to 
finance than gifts for day to day relief, because 
they require more money. Moreover, large 
appropriations by the governments tend to 
dry up private contributions. 


It is useless to talk about vast wealth that 
is unavailable for relief purposes. Farms, 
forests, mines, railroads, houses, business 
blocks, factories, stocks and bonds, are not 
available for the payment of taxes or for sub- 
scriptions to government bonds. Only cash 
out of current net income is available for such 
purposes, and that resource will continue to 
diminish until business recovery sets in. The 
appalling decline of incomes from business 
since 1929 (80 per cent) may be judged from 
the article on that subject elsewhere in this 
Letter and shows the necessity for facing the 
situation. At last the people must support 
themselves out of current industry, and the re- 
lations between the industries and occupations 
must be so adjusted that their products and 
services will buy and pay for each other. No 
other effective relief is possible. 


Hence, the necessity for cooperation on the 
part of all elements in the population to get 
business back on its feet again. The Govern- 
ment cannot do it, unless it is given despotic 
powers over both property and persons, nor 
can capitalists or employers do it without the 
cooperation of the forces of labor. This is no 
time for recrimination or inflammatory ora- 
tory, for proposals to reorganize society, or to 
put group or class advantages first. The need 
is to get the machine running again with an 
increasing body of employment. There is no 
reason to doubt that balanced industry and full 
employment will give a larger volume of pro- 
duction and consumption than ever has been 
known in the past; and that when that happy 
condition is reached, prices and wages will 
move upward together, as in all periods of 
prosperity. 
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In hundreds of Minneapolis homes, 
vain hopes that prosperity will soon 
‘return by way of a soaring stock market 
or any other miracle are yielding to a 
recognition of the true complexity of 
present conditions, To men and women 
soberly facing the fact that progress may 
be. slow, neither past disappointment 
nor fear of the future justifies the in- 
action of despair. With what skill they 
‘possess and what help they can muster, 
honest-minded families and individuals 
are courageously and intelligently adapt- 
ing themselves to conditions as they are. 

To such persons the Banks of the First 
National Group offer all the help within 
the limits of sound banking policy. We 
have no sure cure for the troubles of the 
world in general or of individuals in par- 
ticular. But our experience, knowledge, 
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strength, contacts and facilities are prov- 
ing priceless aids to many. 

To scores of families whose greatest 
need was a low-cost, easy-to-pay, emer- 
gency loan, our Personal Loan Depart- 
ment has been a life-saver. Our officers 
have helped countless others unsnarl 
domestic finances and balance expense 
with income. Our Investment Division, 
constantly studying the underiying 
trends of securities markets, has pointed 
the way to more solid ground for in- 


‘vestors. Moved by today’s shifting prop- 


erty values, many a man has sought 
and found in our Trust Department a 
way to conserve his estate and assure 
its wise distribution. 

Quite possibly we can help you as we 
are helping others. Courageous action 
and our help have aided many a family 
to banish today’s despair, tomorrow’s 
preying fear— 

“Dim, trotting shapes that seldom will attack 
Two with alight who match their steps and sing.”” 
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